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§ INTRODUCTION

This maiter concerns the fraudulant conduct of George N. Krinos (*Krinos™), betwsen
Janvary 2012 and Movember 2013, in connection with the offer and sale of securities of Krinos
Holdings, Ine. (“Krinos Holdings™), as well ag the promotion of Krinos Financial Group Lid.
{"Krinos Financial™), a subsidiary of Krines Holdings formerly registered with the Conuoission
as an investmont adviser. In written offering documents and discussions with potential investors,
Krinos pitched Krinos Holdings as a financial backer of American start-up companies, one that
not oaly created American jobs but camed large returns for Krinos Holdings® investors in the
process, By misrepresenting his own delusions of grandeur as fact, Krivos induced investors to
provide real money to what was essentially a pretend business. Neither Krinos nor any other
employee of Krinos Holdings had any venture capital experience or expertise, and Krinos
Holdings had no means of Gnancing the start~up companies said o be among its portfolio of
investraents. The only “start-up™ that Krinos and Krinos Holdings actually raised money for was
Krinos Holdings. The over $1 milhon that invesiors entrusted {0 Krinos Holdings went merely
10 keeping the proverbiat lights on, payiug its handful of employees, and covering Knnos®
personal living EXPenses.

In holding himself ont #s an investent adviser, Krinos similarly invented facts about
the scope and experience of Krinos Financial. For example, in regisiering Krinos Financial with
the Commission, Krinos falsely claimead to bave a reasonable expectation of acquiring $160
million in assets under management. To a subsequent filing with the Comimission, be falsely
claimed 1o have $20 million in assets under management. In reality, Krinos Financial had

virtually no assets under yanagement.



Additionally, in June 2013, Krinos acquired Fordgate Acquisition Cogp.,
(“Fordgate™), a shell company whose common stock is registered with the Conunission pursuant
to Section 12(g) of the Exchange Act. Fordgaie has failed to file any quarterly or annual reports
for any periods since June 2013.

As a result of Krinos™ conduet, the Division of Enforcement (*“Division®) requests
that the Administiative Law Judge (“ALJ™) issue an Initial Decision make findings that:

o Krinos and Krinos Holdings willfully violated Section 10(b) of the Securities Exchange
Act of 1934 (“Exchange Act”) and Rule 10b-5 thereunder and Sections 17(a)(1), (2), and
(3) of the Securities Act of 1933 (“Securities Act™);

* Krinos willfully violated Sections 206(1), 206(2), and 207 of the Investment Advisers
Act of 1940 (“Advisers Act”), and aided and abetted violations of Section 203A of the

Advisers Act; and

s Fordgate failed {o coraply with Section 13(a) of the Fxchangs Act and Rules 13a-1 and
13a-13 thereunder.

Based on such findings, the Division further requests that the ALPs Initial Decision impose
sanctions, pursuant to Section 8A of the Securities Act, Sections 12¢5), 21B and 21C of the
Exchange Act, Sections 203 of the Advisers Act and Section 9 of the Investment Company Act
of 1940, as appropriate:
¢ requiring Krinos and Krinos Holdings 1o cease and desist from committing or causing
violations of Section 10(b) of the Exchangs Act and Rule 10b-5 ithereunder, and Sections
17(a)(1), (2), and (3) of the Scewrities Act;

o requiring Krinos to cease and desist from committing or causing violations of Seciions
203A, 206(1), 266(2), and 207 of the Advisers Act; )

e requiring Krinos and Krinos Holdings to disgorge, on a joint and several basis, ill-gotien
gains of $1,042,033.93, with prejudgment inferest of $55,886.00;

@ requiring Krinos 1o pay an appropriaie penalty;
¢ impesing a permanent collateral bar against Krinos;

s and revoking the registration of cach class of registered securities of Fordgaic.



This motion s brought pursuant to the order entered In these proceedings on fuly 20,
2015, The motion is supported by the Declarations of Timothy Fatroan (“Tatman Dieel.™) aod
Junathan Katz (“Katz Decl.”), including the exhibits submitied therewith, and by the sllegations
of the OIP, which should be deemed (o be true by virtue of the Respondents® default. *

i5. FACYS
A. The Respondents

Krinos Holdings is a Nevada corporation with its principal place-of business in Poland,
Ohio. Krinos Holdings was incorporated in February, 2012 w gerve as a holding company
owning 100% of the interests of operating subsidiaries purportedly engaged in venture capital
and various financial services, OIP 7.2 Neither Krinos Holdings nor its securities have ever
been registered with the Commission. OIP %57

Krinos was the founder, CEQ, and President of Krinos Holdings and its operating
subsidiaries, including, among others, Krinos Financial. OIP % 4.% Krinos Financial was
registerad with the Commission as an investment adwviser until October, 2013, OiP § 4°

Fordgate is a Delaware shell corporation whose-conunon stock is vegistered with the

Soromission pursusnt to Section 12(2) of the Exchange Act, OIP §6.° On June 28, 2013,

Krinos announced be had become the majority shareholder and sole director, president, and

sevretary of Fordgate. Id.

¥ Unless otherwise speeified, the exhibita cited in this motion drs the sxhibils t the Kate Declaration.
* Krinos Tr. at 14:21-15:1.

* On August 31, 2012, Keinos filed & Form D with the Cowmission claiming the offering was exemgpt fioim
regiswration based on Rule 506, Exh. TT.

T Krinos Tr. ot 15:8-15:11; 17:22418:11.
“Exh.A; Bxh. B,
 Krinos Tr. af 18:17-18:25: ¥xh. C.



B. Krines Misappropriated and Misrepresented the Use of Investor Funds

Shartly after forming Krinos Holdings, Kunos bogan raising capital through the
oiwsgistered offering of $1 million in common stock at §.14 per share, and $1 million in secured
convertible debentire notes at $1,000 per share with & term of 36 months and i aonmual 7%
simple interest rate. OIP 9 8. Between at least Janwary 2012 through November 2013, Krinos
sold $1,042,033.93 wm comunon stock and debenture notes (o 19 investors, most of whom were
former clients of Krinos from his past employment. OIP § 9.7 Krinos personally provided
mformation to the buyers of the Krinos Holdings stock and debenture notes, including « private
placement memorandum (“PPM™) and business plan (“Business Plan’) that described the
investments, OIP 9 10.8 Krinos also promoted and solicited investment in Krinos Holdings on
the iniernet, through Krinos Financial’s website and Twitter feed. OIP % 11-13. Krinos claimed
his “controlled risk investruent trust™ would “assurfe] investors a larger than usual, highly-risk
managed, return,” and also claimed that investors could earn an insured rate of return of five
percent. OIP ¥ 11-13." In a newspaper ad in November 2012, Krinos advertised an invesiment
product with an annual interest rate of three to cight percem. OIP § 14."!

Krinos informed investors that the funds from the saie of the securities would be used for
business expenses or {0 invest in other companies. OIP § 19, Specifically, the common stock
and debenture PPMs represented that the proceeds of the offering would be used to pay generat

overhead expenses, consulting amd mavnagement fees, the costs required o establish a marketing

7 Tatman Decl. at § 9.

¥ Krinos Tr. at 19:5-20:1; Testimony of Kevin Heraghty (“Heraghty Tr.7%) at 50:3-30:23; 74:7-74:13 (Heraghty was
the Krinos Heldings CFO from Surwmer 2072 wnsil Febroary 20§3); b, D; Exh. B

> ¥xh. F: Exh. G; Bxh. H.
Y Exh. G BxhH.

“Exh. 1.



anud sales/leasing force 1o sell products and servicas, and for working capital. 012 % 16."2 The
PPMs represeated that Kripos would receive a 350,000 salary in 2012, aod that officers would be
revnbursed for, “business, travel, and business entertairinent expenses incurred in the
performance of their duties on behalf of tha Company.™ OIP § 18."* The Business Plan claimed
that invesior funds would be used ag “seed money™ {o assist Krinog Holdings and position it to
becorne @ publicly traded company. OIP ¢ 17.%

These and other representations made by Krinos and Krinos Holdings about the use of
investor funds were false and nusleading when made. None of the fonds were provided to start-
up companies and a significant portion were osed by Krinos for personal expenses. QP ¢ 20,7

Investor Funds Diverted to Krinos in 2012

Of the $344,882.35 raised in 2012 from the sale of Krinos Holdings stock and debenture
notes, Krinos received 549,152.25 in salary, and spent $14.265.70 at restaurants and bars,
$7,190.86 at casinos, $43,433.43 at strip clubs, $2,047.95 on other personal expenses such ag
clothing and jewelry, and withdrew $13,906.84 in cash, including via ATMs jocated at addresses
of bars and strip clubs. Krinos alsc spent $6,847.42 on car service, parts, and gasoline, even
though Krinos Holdings did not have a company car. In addition, Krinos spent $2,668.09 and
£1,097.39 on car rentals and hotels respectively in the Youngstown, Ohio area near Krinos
Holdings’ office. ¢ In addition, in October 2012, Krinos began using $40,000 of investor funds

.. . . . \ . . ) T
to conduct foreign currency trading, resulting in more than $11,000 in losses. OIP % !

¥ exhs. D and K.

B Exhs, D and E.

¥ pxi Q.

¥ Krinos Tr. at 2002:20:7; 20:1§-20:22, 21:9-22:23,
" Faiman Decl. §10.

¥ Krines Tr. at 24:25-25:9; Tatmas Decl. 4§ 15-16.



Krinos® Efforts ie Conceal Hig Looting of Krinos Holdings® Accounts

In July 2012, Krinos bired & CFO and an accountant for Krinos Holdings, who began
organizing the company’s financials and soon realized that Krinos was spending large sums of
company funds on personal expenses, including testaurants, bars, strip clubs, retail stores, and
casinos. OTP 8 23.'% At various times duting the Sumumer of 2012, the CFQ, accountani, and
other Krinos Holdings employees confronted Krinos about these expendiiures, sought business
justifications, and asked him 0 siop using company funds for personal purposes.’® Krinos
ignored the employees” protests, failed to provide adequate support for the expenditures, and
continned to use company funds for personal purposes. OIP §24.%

The CFO md accountaut began to track the company funds that Krinos was using for
personal expenses in a “Note (o Shareholder” eategory in the company’s general ledger. By
December 2012, approximately $92,000 worth of Krinos® unreimbursed personal expenses was
captured by this category. OIP § 252 In February 2013, approximately two days before a
scheduled Krinos Holdings shareholder meeting, Krinos instrucied the CFO and accountant {o
prepace financial statements to distribute to investors at the meeting, and io assign the “Note to

. N Ay eqie e e .
Sharsholder” expenses to other business expenses categories.™ Ultimately the “Note to

* Heraghty Tr. at 58:4-64:22. The CFO did not have a CPA and had not worked as an accountans in 16 yeurs, while
the accountant was still in college &t the time he was hired, Heraghty Tr. at 234:14-257:26; Testbnony of Bavid
Schafer (“Schafer Tr.”) at 13:14-16:21 (Schafer was ao accountant ai Krinos Holdings during Summer 2012 antil
February 2013).

P Heraghiy Tr. ai 174:21-186:8; 187:13-190:3; 194:15-185:14; 323:23-328:3; 331:10-335:4; 353:21-337:2;
Testimony of John Perchak (“Perchak Tr.”) ai 61:19-64:25; 67:23-69: 14 {Perchak was the COO and business
analyst ui Krinos Holdings from Spring 2012 until Decsmber 2012).

# Heraghty Tt. at §3:6-69:2; 146:11-146:23; Perchak ‘T, at 73:24-75:23.

Agxh. QQ (Undated Krinos Receivable of more than $92,000); Exh. K (Refiecting Krinos receivable of more than
£107,000); Heraghty testified that be believed Krinos” personal expensss iotajed $1 12,000 at the time of the
mgefing. Heraghty Tr. at 227:21.228:9,

* Krinos Tr. at 23:20-24: 59,

o
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Shareholder™ category was reduced to $22,031. OIP § 26, The CFO and accountant told
Krinos that they did not believe the financial statements were acourate because of the chaoges
ordered by Krinos, and they objested to distributing them to sharcholders ai the resting, K:t'istzo§,
however, ignored these concems and provided them to the meeting atiendees. OIP §27.%

The financial statements investors received at the February 2012 mecting were mategially
misicading because the balance sheet for the vear ended December 31, 2012, contained the
improperly raduced “Note Receivable from Sharcholder,” and falsely reflecied that all company
funds had been used for business purposes.® Krinos pever disclosed that the “note receivable
from sharcholder,” or any other category of expense in the financial statements, incladed his
unreimbursed personal expenses. OIP §29.%¢ Krinos also never disclosed that instead of
providing funds to start-up cornpanies, he bad invested in foreign currency and foaned more than
$30,000 to a personal friend to buy a home. O1P §29.%7 Finally, the financial statements
reflecied that Krinos® annual salary was $50,000 from the inception of Krinos Holdings unitl the
“present,” when in fact he had awarded himself a substantial raise for 2013, OIP %28, 30, %

Shortly after the investor meeting, Kriros fired the CFO and the accountant.” Asa

resudt, between February 2013 and May 2013, Krinos Holdings did not have avyone maintaining

* Heraghty Tr. at 168:16-168:24; 170:10-171:4; 203:24-204:2; 216:20-222:1; 227:28-228:9; Schafer Tr. at 82:19-
85:25; 92:15-93:25; 123:19-129:11 (Schaler testified that Krinos instencted him 10 put personal expenses into the
“CGeneral and Administrative” category); Bxb. J.

M Schafer Tr. at 97:25-98:25; 103:6-103: i6; Meraghty Tr. at 163:2-164:5; 231:22-233:7; Bxh K; Exh. L.
* Krinos Tr. at 23:15-23:19.
* Heraghty Ty, at 228:10-231:11,

¥ Krinos Tr. at 25:10-26:1; 26:21-27:6; Heraghty Tr. at 130:5-333:4; Testimony of Robert Carcelii (“Carcelti Tr.%)
at 106:6-106:i % (Caveelli started at Kxinoz Holdings w: carly 2012 and became COG in 2013); Exh. M.

® According to Ms, McBifresh, Krinos awarded himself a salary of $100,009 for 2013, but then reduced thai to
$80,000 because of funding problems. McElResh Tr. at 75:1-75:23; Schafer Tr. at 100:23-101:21 {Schafer testified
that Krinos may have said he was giving himself' a raise, but did not disclose that he was doubling his salary).

* Heraghty Tr. at 231:22-232:§; Schafer Tr. at 97:21-97:24,

7



the company’s books and records. OIP § 31, Inmid-May 2013, Krinos hired a new accountant,
but fur two months failed to provide her with aceess (o any company financial information,
When the accountant finally gained access to this informalion, she discovered that Krinog had
contirued spending company Tunds on persoval expenses. OIP § 32, The new accountant asked
Krinos to provide busingss justifications for the expenses, but he ignored her requests anid toid
hex he could use the funds for any purpose because he was the CEO, QIP 133! Moreover, the
new accountant testified that theve were no financial staternents or graeral ledgees being kept for

R
the company.™

Krinos Countinaed to Raiye and Misuse Investor Funds in 2013

During 2013, Krinos sold $697,151.58 worth of Krinos Holdings stock: and debenture
notes. Most of the purchasers were existing Krinos Holdings investors: Of that amomnt, Krinos
paid himself $92,768.82 in salary and withdrew another $16,012.91 in cash, Inaddition, Krivos
spent: $15,808.02 «t bars and restaurants; $12,802.10 ab casinos; $22,408.56 at strip clubs;
$8,127.53 on sporting gouwds, clothing, and jewelry; $5,756.50 related to a boat; $1,395.71 on
hotels near Krinos Holdings’ office; $848,71 on car rentals near Krinos Holdings® office;
$2,983.56 in travel expenses including a trip to Atlantic City, New Jersey; $2,500 on-a DUL

attomey; and $2,643.75 on concert and eveni tickeis.

*© MeElfresh Tr, 4t 36:6-37:6. Krinos appointed the accountant a5 CFO, despite this fast that she to1d him she was
not ualified, was nota CPRA, aud had no prior oxperience as a CFO or maintaining a company’s books. ld. at 55:3~
56:2; 8:14-8:18; 26:1-26:23.

P MeEifresh Tr. at 57:17-58:1 1; 113:4-113:16: 139:22-145:20;1 52:4-156:7; 160:6-162:4; 166:4-167:10; 1 70:18-
171:8; 173:7-175:23; 186:25-188:23; 196:15-197:21; 200:25-202:19; 202:18-204:11. 1o 2013, the CQO also
senfronted Krinos pbout his personal expenses. Caroelli Tr. at 24:2-20:25; 65:4-60:18; 164:21-166:4; 167:11-169:0;
170:6-174:16; 175:19-175:24:

 McElresh Te: ot 54:15-35:1.

2 Patinan Decl. 4 11,



Between January through May 2013, Krinos also ased $150,000 of investor funds for
foreign curreney trading, incurring losses of $3.601.64.% In April 2013, Krinos also paid §$3,500
e & restaurant owned by the same fidend to whom he bad earlier loaned $30,000 ssing investor
funds. OIP 9357 No money was ever provided to any start-up companies and Krinos never
disclosed to wvestors he was using their money for persenal expenses, or (o invest in foreign

curency and loan money to friends. OIP § 36.%°

C. Krinos and Krinoes Holdings Made Material Misrepresentations About the
Venture Capital Business

The PPMs provided to investors by Krinos, represented that Krinos Holdings was a
venture capsial fire comunitted o helping busioesses pursue their goals by offering a wide range
of loan services to business owners. OIP §37.3 Krinos told investors that Krinos Holdings
would invest in American companies to create American jobs. O % 40.*® Krinos also told
investors during discussions that he planned fo take Krinos Holdings public, which could
increase the value of the stock to between $2 and $10 per share, OIP 4 39.%

The Business Plan provided to investors by Krinos reinforced the impression that Krinos
Holdings wag a venture capital company by representing that Krinos Holdings and its
subssidiarics would create a hedge fund to raise money and loan it to other American-based
companies. OIP §38.%° The Business Plan also made representations about Krinos Holdings®

process for selecting companies to fund, representing that it woukd “thoroughly examine the

3 Tatman Decl. € i7; Heraghty Tr. at 136:1-138:232.

¥ Tatoan Decl. $§ 18-19.

* Krinos Tr. at 22:24-23:3; Meraghty Tr. at 141:13-142:19; 263:16-264:23; McElfresh Tr at $0:1-50:4.
7 xh. W; Exh. D.

*™ Krinos Tr. at 26:7-26:19,

* sehafer Tr. at 94:13-96:22; Exh. N; Exk. O; Exh. P {“We have been asthorized for public soliciting nationally at
this point, we will be on the Frankfurs exchange wn less than a month and also stii} on track t0 be Nasdag by June.”).

* Exh, E; fixh. D; Bxh. Q.
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xieeds and abilities of potential clients with a team of business analysts both within the [Krinos
Venture Capital] family as well as other companies. . .that ase in the bosiness of finding financing
for funding new tdeas.” On websites and social media that Krinos conirolied, he also
reprasented that companies funded by Krinos Holdings “must meet strenuous funding
requirements and rigorous due diligence™ and a “team of business analysis™ would “thoroughiy
examine” the needs and abilities of the companies to be funded. O §41.%

Between June 2012 and January 2013, Krinos Holdings and Krinos also represented on
websites and soctal media that Krinos Holdings was actually funding a number of start-up
companies. For example, on July 13, 2012, the Krinos Group website announced that it was “in
the final stages of funding [Company A].™ On September 27, 2012, Krinos announced on
Twitter that “Krinos Financial Group is funding [Company Al...”" Throughout Summer 2012
until at least January 2013, Krinos and Krinos Holdings continued to ¢iaim that Krinos Holdings
was “in the funding process™ for staxt-up companies. OIP € 42.%

Krinos also touted Krinos Holdings, its purported venture capital business, and Krinos’
experience, through press conferences and in ihe print media. For example, on September 35,
2012, Krinos patticipated in a press conference whete he ¢laimed that Krinos Holdings “will
fund™ a waste-to-{uel plant in Michigan for stari-op Company B. OIP § 435 During the press
conference, Krinos claimed that he had a “proprietary financing raethod, very unique in nature™
and that in the following few months Krinos Holdings would be working with “a multitude of

businesses, start-ups or businesses that are looking to expand and putting out about two to two-

! Krinos Tr. a1 41:1-41:6; £xh, R,

# Exh. R (“Krinos Venture Capital Moves into Due Diligence with Skystar 1),

“ Exh. H.

M Exh, F (Pest. Exh. 43) ("Venture Capiial Companies currently in the provess of being funded”}; Exh. H.

* Exh. 8.

i0



znd-a-half billion in Anancing™ that would creaie approximately 40,000 American jobs. OIP §
44.% On September 7, 2012, Krinos pariicipated in another press conference in Huntington,
Ohio, where he claimed that Kvinos Holdings would be financing another plan in Indiava for
Company By During this press conferencs, Krinos also claimed he had a “proprietary”
financing method thai could not be discassed because of SEC restrictions.  Krinos also claimed
he was prepating to take Krinos Holdings public, was planniog to list the company on NASDAQ
by the end of 2012, and had lined up approximaiely $2.5 billion in investments that would create
40,000 new jobs. OIP €45 In a Noveraber 2012 newspaper article, Krinos was quoted as
claiming that “{m}y business experience and knowledge of the indusiry. . .and our ability to raise
capital is second to none... 2 OIP g 46

Krinos and Krinos Holdings’ representations aboui the venture capital business and its
prospects were materially false and misleading. OIP ¥ 49.°% Krinos knew from the beginning, or
was reckless in not knowing, that Krinos Holdings could not provide the scope of financial
services he claimed the company would provide. OIP § 51. Krinos personally lacked the
experience and expertise to provide these services, and hired individuals whom he knew, or was
reckless in not knowing, also lacked the experience to perform their job duties or provide the
represented services. Ji*' Far from the “rigorous due diligence process™ that Krinos

represented, reviews of ciupanies were performed by Krinos® brother-in-law, an industrial

 Exh. 8.

* Bk T

“ Exh. T

# Krinos Tr. at 2%:15.28:20; 30:7-31:3; Bxh. UL
0 Krivos Tr. at 20:8-20:17; 28:15-29:13.

* For exampie, Krinos hired two friends to wade foreign currency, even though neither appeared to have foreign
currency trading experience, and one was 2 bridge tuspector with uo finascial industry expenence, Perchak Tr. ot
34°19.86:14; McElfresh Ty, at 104:1-105:21; Exh. V; Bxh. W.
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engineer with no business experience, and ovcastonal assistance from the Krinos Holdings COO,
whosz only pnor business experience was mavaging a health club. QIP £ 54.57’.

Yet, in August 2012, Krinos made tentative funding agreements with six start-ap
companies, and a seventh i Septemnber 2012, Those agreements were never finalized, however,
as Krinos Holdings never had any means to finance any of the start-up companies. £ In fact,
Krmnos Holdings was so shorl of funds, that it routinely failed to pay employees salary or utility
bills, resudting in service oniages, and it reqaired a loan from une of the start-up companies,>

Ultimately, on November 16, 2012, Krinos Holdings sent an e-mail to the start-up
companies stating that it did not have the money to meet its fanding commitimenis and did not
expect to be able to provide funding unii) at least mid-2013. OIP §56.>° Investors were never
told about the funding delay or the Jikelibood that the start-up companies would seek funding
eisewhere. Id. By Spring 2013, several eompanics including Company B, explicitly informed
Krinos that they were terminating their relationship with Krines Holdings.™ These terminations

were not disclosed to sharcholders. OfF § 57. 7 Beiween March 2013 and November 201 3, after

 Perchak Tr, at 35:33-37:1d; 38:4-38:22; 39:5-3%: 1 0; 45:12-46:2; 120:20-123:10; 129:3-129:10; 164:19-168:6;
173:8-174:5; 175:4-176:18; 26 1:8-262:11; Carcelli Tr. at 190352019, T7:7-78:12; Heraghbiy Tr. at 244:18-2435:16;
383:10-388%:4; Krinos Tr. at 41:7-42:4.

¥ Perchak Tr. at 259:17-260:12; 265:13-265:25; Heraghty Tr. at 38R:5-389:2,; 393:9-394:16; Fxh. Z; Exh. AA.
Krinos® brother-in-law testified that be did not understand the busingss plan, no analysis had been done as to
whethier Krinos Holdwigs could satisfy its obligations under the agreements, the companics were never expecied 1o
make interest pavments, and the start~up companies did not put up any collateral. Perchak Tr, at 132:7-139:2,

* Perchak Tr. at 81:3-82.19; 73:17-75:23; Carcelli 1. at 90:7-90:1 1; Krinos Tt. at 33:7-34:3; Schafer Tr. at 36:12-
38:22: ¥xh. X.

* Exh. 88,
¥ evarcedit Te. at 125:24.126:23; Krinos Tr. ai 44:24-45:16; Exh. CC; Exh. DD; Exh. EE.

¥ Krinos Tr. at 45:17-47:11. Krinos also lied to enaployees and the start-up companies about funding. For example,
Krinos showed Krinos Holdings employees s forged account statement reflectiug mors than $593 million in an
account which actually heid $3.00. Krinos Tr. at 29:21-3(:6: Bxh. ¥F. In November 2012, Krinos fulsely told
atiother company “we have statted several of cur own hedge funds™ and he had “outside whole-sellers.. . positioned
across the LS Exh. GG, In December 20312, Krinos instructed the company’s accountant to e-mait a 560,000
check to Company B, when be should have known the company did not bave $500,000 at that thne and that bank

12



the start-up companies had terminated their relationship with Krinos Holdings, Krinos raised an
additional $582 986 from investors. O § 58.°8

P Krinos and Krinos Holdings Made Material Misvepresentations About the
Seope of the Company’s Operationy and Staff Qualifications

On company websites and in the press, Krinos also misrepresented the experience of
Krinos Holdings employees and the nature and scope of 1is business opeeations. QIR §60. For
example, on September 19, 2012, Krinos Holdings represented on Twitter and Facebook that
“agents™ at Krinos Financial “have extensive investment advisory experience and are licensed to

sell a variety of investment and inserance products.”™’

In a Novamber 18, 2012, newspaper
article about projects with Company B, Kiinos said that “Krinos Group is a maltifaceted
fnancial firm offering insurance, venture capital and financial copsuliing services with more
than a decade of experience.”

These represeniations were all false. At the time of the representations, Krinos Financial
did not have licensed staff with exiensive advisory experience. Krinos was the only person at
Krinos Holdings with any investineni advisory experience, and even that was extremely limited.
Although Krinos hired several individuals with investment advisory experience in Summer 2012,

they had ail leRk the compaay by September 15, 2012, and two of the individuals did not have

cwrent licenses during that time. OIP § 66.°

account had been closed since August 2012, Heraghty Tr. at 123:21-128:9; Krinos ¥r. at 3%:4-33:6; Schafer Tr. at
7122740 Exh, HHL

* Patvpan Dect. at § 21.

 See Exh. H, L

b, U (November 18, 2052, The Journal Gazefte, "Foar, hope in Huntingon ™).

& Rrinos Tr. at 39:21-30:24,
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E. Krinos and Krines Financial Fied a False Form ADV and Misled Investors
and Clients

Throughowut 2012 and 20173, Krisos did business and held himself out as an investment
adviser. For example, Kdnos provided investment advice 1o at feast several individuals and was
identified as an investmant adviser on several accounts held at Conpaoy D and Company E,
during this time. OIP § 74.% Krinos also held several investment seqsinars duriog this time
where he offered to teach attendees about how to “protect yourself and vour retirerent,”
“increase your returns,” “reducfe] risk, and navigate today’s economy,” and solicited one-on-one
meetings to discuss ihese objectives.” OIP € 75.% During this time Krinos also advertised
investment advisory and wealthh management services on websites of Krinos Holdings and social
media. OIP 4 76.% On Septenmber 28, 2012, Krinos filed a Form ADV with the Commission on
behalf of Krines Financial Group, seeking registration as an investment adviser. OIP §77.%
the Form ADYV, Krinos represented that he had a “reasonable expectation” that Krinos Finaocial
would become eligible for registration by acquiring $100 million in assets under management
within 120 days. The application was granted and Krinos Financial became registered as an
imvestment adviser on Ociober 15, 2012, OIP £ 78.

In fact, Krinos did not have a reasonable expectation that Krinos Financial would obtain
$100 million in assets under management. At most during the prior year, Krinos managed less
than $200,000 in assets for tewer thaa a dozen clients, and neither he nor any of the Krinos
Holdings companies were ever in a position t¢ accumulate assets sufficient to meet the

registration requirements. Q¥ 4 79, In Januvary 2013 and April 2013, Krinos was informed by

“ The balances held in these acenunts were refatively small; Exh. OO (Trade PMR Staterents; Apiit 9, 2013
Provident Trust Apent Authorization Form),

% ixh. PP ({fndated Krinos Group Seminar Preseritation and Literature).
* Bxhs, G and H.
% Krinos Tr. at 49:19-50:3; Bxh. A {Septenuber 28, 20§12 Form ADV); Exh. B {October 5, 2012 Formi ADV).
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Commisgsion staff that Kninos Finaocial must withdraw its repistration beeaase it did not have
sutficiont agsets under management 1o be registered with the Comuimission. Despite this
adroonition, Krinos Financial failed to vathdraw its eegisiration uniil October 3, 2013, OIP € 80.

¥. Krinos Acquired Pordgale, Essued a False Press Release, and Fordgate Failed
to Make Required Filings With the Commission

On May 10, 2013, Krinos wired $30,000 from Krinos Holdings to Company C, to
purchase e controlling interest in Fordgate, a shell eompany owned by Compzny C and.
registered with the Commission. OTP € 68. Oxn or about June 27, 2013, pursuant to as
agreement with Krinos and Krinos Holdings, the principals of Company C resigned their
positions as directors of Fordgate and Fordgate issued additional shares of stock making Keinos
the company’s controlling sharehoider and sole officer and dircetor. OIP §65.°¢ On July 1,
2013, wsing information provided by Krinos, Fordgate fifed with the Commission a press release
on g Form %-K announcing the acquisition of Fordgate by Krinos, and the anticipated mrerger of
Fordgate with Krinos Holdings and its subsidiaries.’” The Form 8-K was signed by Krinos. QP
q70.5%

The press release contained multiple material misrcpresentations regarding the scope and

% Krinos Tr. at 47:23-48:2: Exh. C (Ferdgate Acquisition Agreement with Krinos).
S gixh. 3 (June 1, 2613 e-ruail from Shurmer providing information for 8-K).
% Krinos Tt. at 48:3-48:9; Exh. KK {Test, Exh. 31) (June 28, 2613 Fordgate Acquisition Coip. 8-K)

 Krinos I, at 35:13-36:5; 48:3-49:7. Krinos adwiited in a letter to the SEC Office of Compliance, buspeciions and
Exams that “Krinos Financial Group LT Ine., is an Advisory firm which has not since its registratios, conduéted,
advised, or solicited any prospects, obtained any clisnts, opened any new ascounts, ransferred any accounts in-kind
or the parent companies investors o conduct business on any dasis for financial advice, account managerment, or
teceived any fees from services it is authorized fo provide™ Exh. L1 (January 15, 2013 Request Letter from SEC fo
Krinos: Exh. MM (Undated Latter from Kejsosto Karthotl and Abdul-Jaleel); See afso Carcelld 'Ir. 2t 116:17-
116:20; Heraghty Tr. At266:11-268:20; McElfesh Tr. it 92:19-99:8.

5



press release also falsely represented that Krinos Holdings was a “diversified financial services
fiem designed o provide innovative financial advisory services to mdivichals, business, and
cmployees i both the private and public sectors” and offersd “total financial advisory serviees in
addition to and including insurance services, private eqaity and hedge fund management, wealth
management, IRA administration, and estate coordination, trust and trustee serviees.” OIP €72
Finally, Fordgate has not made the required annual or guarterly filings with the Commission for

any periods afier the period ending fune 30, 2014, OIP § 737

.  SUMMARY DISPOSITION IS APPROPRIATE BECAUSE THERE ARE NO
GENUINE ISSUES OF MATERIAL FACT

By order dated July 20, 2015, and pursuant to Rule 250 of the Commission’s Rale of
Practice, the ALJ granted the Division leave to file a motion {or summary disposition. Rule
250(b) provides that a hearing officer may grant a motion for summery disposition if there is no
genuine issue with regard to any material fact and the party making the motion is entitled to
summary disposition as a maiter of law. 17 C.F.R. § 201.250(b). While the picadings of the
party against whom the motion is made are to be taken as true, 17 C.FR. § 201.250(3}, there are
no such pleadings here as the Respondents ave in default. Accordingly, it is the allegations of the
OIP that should be deemed 1o be troe. 17 CRL §§ 201.155(a), 201.220(0).

The Division has ronetheless supplemented the record with evidence confinming that the
summary disposition criteria are satisfied. This evidence includes, among other things, the
investigative testimony of Keinos. The AL should draw adverse inferences against Krinos on
the basis of his invoeation of the Fifth Amendment privilege against self-incrimination in
response 1o questions put (o him under oath duxing the pre-suit investigation, Respondents

failure to respond io the OIP and Krinos® invocation of the Fifth Amendment—bolstered by

™ gxh, NN (Fordgate SEC Filing Bistory from EDGAR).
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evidence of Respundenis™ own admissions, bank records and the sworn testimony y of their own

requested by the Division is in the public intarcst.

A, Respondents Are in Default and the Allegsiions of the OIP Should Be
Desmed True,

Under Rule of Practice 155(2), a party to a Commission adminisirative proceeding may
be deerned to be in defaslt, and the allegations of the OIP against that pany; may be deemed to be
true, if, among other things, the party {ails i answer, 17 C.E.R. § 201.155(a); see alve 17 C.F.R.
201.220(f). A party’s failure to “otherwise defend the procesding” also supponis a finding of
defaule. 17 CF.R. § 201.155(a).

The Respondents are in default because they have not filed the required Answers to the
O1P, despite multiple chances 10 do so. The OIP was served on Respondents on March 243, 2015,
making their Answers due on April 9, 2015 (twenty days alter service). QTP at 20; 17 CFR. §
201.220(b). After missing this deadline, Respondents were subsequently ordered to snswer the
OIP by May 22, 2015. See AP Release No. 2657 (May 11, 2015). On that date, Krinos submitted
{via einail} a one-sentence document secking to invoke his Fifth Amendiment right against self-
ingrimination “foin afl questions and allegations™ in this matter “for all partivs.” This blanket
Fifth Amendment assertion was found to be “deficient as g pleading” and the Respondents were
ordered to filec an amended Answer by June 17, 2015. See AP Release No. 2762 at Z (June 3,

2015).7" Respondents were informed that “failure to do so will result in detauit and the

7 Aa sorporate entities, Krinos Holdings and Fordgate bave nio Fifth Amendment rights and canpot invoka the
privilegs against self-incrimination. See Braswedl v. United States, 487 U.S. 99, 102 (3988) (ackuowledging that “it
is weil-established that such artificial entities {as corporations] are not protecied by the ] w""(h Amendment™); sce
alsay g, Amaro v United Stares, 450 F.3d 46, 49 (1st Cir. 2006) (A corporation dpes not enjoy the privilege
against zelf-incrimnination guarameed by the Fifth Amendmens, as the privilege is 2 personal privilege enjoyed by
natural individvals.”). Thus, as the ALY found, the apparent Answer sibmitted on their behialf was effectively no
answer atall.



proceediag being detenmined against them.” I, (emphasis added). Respondents ignored this
deadline, like the ones before it, and the allegations of the OIF have gone toanswered.

Farthermore, Krinos has sought merely to delay disposition of this procseding; he bas not
sought to actualiy defend it. Indeed, 25 noted by the ALJ, “Krinos informed the Division that he
had no materials to present and vo time to prepare a witness list or obtain experi information.™
AP Release No, 2948 at 2 (July 20, 2015).

Pursouznt to the ALIs June 3, 2015 order, and consistent with the Commission’s Rudes of
Practice, the Respoudents should be found in default and the ALJ should take the allegations of
the QIP as true in ruling on the Division's motion.

8. An Adverse Inference Should Be Drawan from Kyrinos” Invocation of the Fifih
Amendment.

During its investigation, the Division sought to take Krinos’ testimony (on December 13,
2013) about the facts at the heart of this case. Among other things, Krinos was asked, under
oath, about the offer and sale of Krinos Holdings® stock and debeniure notes; representations be
made, and information he omitied, when soliciting sach investmenis; the operations of Krinos
Holdings, iucluding whether it ever funded any start-up companies; whether Krinos spent funds
raised from investors on bis own personai expenses (including expenses at casinos and strip
clubs}); his use of investor money tor foreign currency trading and whether such activity was
disclosed to investors; his purporied investment advisory business; and his acquisition of
Fordgate. Krinos refused to answer any of the Division’s questions and instead invoked his Fifth
Amendment privilege against self-incrimination. Krinos was repregented at the examination by
experienced counsel and stated that he was invoking the Fifth Amendment on the advice of
counsel. Further, at the outset of the examination, Krinos was warned of the possible

consequences of his invocation of the Fifth Amendmeat in the eivil context.
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{n & civil maiter, a partys invocation of the Fifth Amendment is admissible and
orapetent evidence, See, e.g., Baxter v. Palmisiano, 425 UL.8. 308, 318-20 (1976). Asthe
Supreme Court has stated, “stlence in the face of accusation is a relevant fact | . Jand] “is often
evidence of the most persuasive character.™ Jd at 319 (quoting United States ex rel, Bilogumsky
v. Tod, 263 .S, 149, 153-54 (1923)). Here, Kxinos® refusal 1o adimit or deny the allegations of
the OIP and his refusal to answer any questions about the issues in this case, as to which he has
knowledge, constitute probative evidence of his violations of the antifraud provisions ot the
federal securitics laws.

When an individual in a civil matter invokes the Fifth Amendment in response to

uestioning, an inference may be drawn that the answers would bave been adverse to his or her
nteresis. See, e.g., Beerer, 425 U8, at 318-20. “[SEC administrative] proceedings are civil in
nature, and [thus] an adverse inference may be drawn in such proceedings from a respondent’s
invocation of his Fifth Amendment privilege against self incrimination.” Guy P. Riordan,
Securities Act Release No. 90835, Exchange Act Release No. 61153, 2009 WL 4731397, at *16
(Dec. 11,2009). 2 The adverse inference serves, in part, to offset the harm caused 10 the party,
here the Division, who does not get answers to its questions when asked and is forced to expend
time and resowrces seeking the truth clsewhere. See, e.g., SEC v. Suman, 684 F. Supp. 2d 378,
386 (S.DLNVY. 2010) (drawing adverse inference is appropriate “because the invocation of the

privilege fagainst self-incrimination] resuits in a disadvantage to opposing pantics by keeping

them from obtaining information they could otherwise get™).

® Simitacly, federal courts “have allowed &d‘u. finders to daw adverse wfeonces when the targel of an BEC
investigation invokes the right to silence.” SEC v. PockeiPori.com, Civil Action No. 3:05-cv- 1747 (JCH), 2006 WL
2349452, at *¢ (D. Conx. July 28, 2006} (citing SEC v Prater, 289 F. Supp. 2d 39, 30 (D. Coan. 2003), SEC »
Global Telecom Servs., LLC, 325 F. Supp. 2d 94, *O‘HD Conn, h{)(}xl)), see also SEC v, Colello, 139 F 34 674, 677
(9" Cir., 1598) (“Patiif.’s are free to invoke the Fifth Awendinent in civil cases, but the cowrt is equally free to draw
adverse inferences from thetr failuxe of proofl™); SEC v. Whittemore, Civ, Action No. 03-869, 2010 WL, 786147, at
* (D.D.C. Mar. 9, 2010) (“The Cowrt may meake an adverse inference because this is a civil case and these
Deferdants conivel the evidenes.™).
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Therefore, in consideving the record in this case, the ALY should draw adverse inferences
against Krinos. Not osly is bis silence telling, but Krinos™ assertion of the Fifth Amendment also
rendlered impossible a full exploration of his position regarding any defense 1o the Division’s
motion. While the allegations of the OIP alone, and ceriainly together with the evidence
subxniited by the Division, comapei the gram of summary dispesition, Kxinos® across-the-board
invocation of the Fifth Amendment acis “as a thumb on the scales, tpping them decidedly in the
SEC’s favor.” Prater, 289 F. Sapp. 2d at 50.

., VIOLAYTIONS

As a result of the conduet deseribed above, Krinos and Krinos Holdings violated Sections
10(b) of the Exchange Act and Rule 10b-5 thereunder, Section 17(a) of the Securities Act, and
Krinos violated Sections 206{1), (2) and 207, and aided and abetied Krinos Financial’s violations
of Section 2034, of the Advisers Act. Fordgate violated Section 13(a) of the Exchange Act and
Rudes 13a-1 and 13a-13 thereunder.

A, Krinos and Krinos Holdings Viefated Section 10(b) of the Exchange Act and
Section 17(a} of the Securities Act.

Exchange Act Section 10(b) and Rule 10b~5 thereunder and Securities Act Scction 17(a)
are 1o be construed “not iechuically and restrictively” but flexibly to effectuate their remedial
purposes.™ dffiliated Ute Citizens v. United States, 406 U.S. 128, 151 (1972). To prove fraud
under 'Eiichange Act Section 10(b) and Rule 10b-3 thereunder, the Division most establish that a
respondent “(1) made a material misrepreseniation or a material omission as to which he had a
duty to speak, or used a fraudulent device; (2) with scienter; (3) in connection with the purchase
or sale of securities.” SEC v. Monarch Funding Corp., 192 F.3d 295, 308 (2d Cir. 1999). The
Supreme Court has previously defined scienter as “a mental state embracing intent to deceive,

manipalate or defraud.” Ernsi & Erast v. Hoclfelder, 425 1).8. 185, 193 .12 (1976).
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Recklessness is sufficient to establish seieater under Section 1O(bY. Aditler v. Champion Enter.,
Inc., 346 F.3d 660, 672 (6th Cir. 2003).

Essentially the same elements are required uoder Sccorities Act Section F7(a)(1)+(3),
“though no showing of scienter is required for the SEC to obiain an injunction under subsections
(a)(2j or (2)(3).” Monarch Funding, 192 ¥.3d at 308; see also SEC v. Berter Ufe Club of
America, Inc., 995 F. Supp. 167, 175 (D.D.C. 1998) (eiting daron v. SEC, 446 U.8. 680, 691,701
(1980)). in addition, while both Rule 10b-5(b) and Section 17(a)(2) address Hability for false
statements, primacy hability may attach under Section 17(a)(2) if a respondent has, in connection
with the offer or sale of a security, used a misstatement to obiain money or property, even he was
not the “maker” of the misstatement. I the Matier of Johm P. Flannery, File No, 3-14081, Exch.
Act. Rel. No. 73840, 2014 WL 7145625, at *10-11 (Dec. 15, 2014); see aiso SEC v. Tumbone,
550 F.3d 106, 128 (1st Cir. 2008), vacaied on other grounds, 550 F.3d 106 {1st Cir. 2009).”

Krinos and Krinos Holdings violated Section 10G(b) of the Exchiange Act and Rule 10b-
5(b) thereunder by making imultiple materially false and misleading representations to
prospective investors about Krinos Holdings™ business, operations, prospects, and the use of
investor funds.”® This same conduct violaied Section 17(a)X(2) of the Securities Act, as Krinos
and Krinos Holdings obtained in excess of $1 million through the use of these false statements.
As discussed in more detail above, Kdnos represented, in PPMs, Business Plans, and

sonversations with investors that Krinos Holdings would use investor funds for business

B At James Capitad Growp, Ine. v. Firsi Derivative Traders, 131 8. Ct. 2296 (201 1), the Supreme Court held that
tiability under Rule0b-5(b) for making a false statement coukd extend only to thase with “ultimate authosity™ ovet
thi faise statement.” Id &L 2302, The Commission, tke many tower foderal coutts, has concluded that “becsuse the
word ‘make,’ is ‘absent from the operative langunge’ of Section 17()(2). Jomes 's limitation on primary Babitity
under Rule 10b-5{b) does not apply to ciaiwms arising under Section 1{a)(2).” Flaanery, 2014 WY, 7145625, at #10-
it :

™ A fact is material if there is a substaniial likejihood that a reasonable investor wouid consider it important in
wiakiey an investment decision. See Basic e, v. Levinson, 483 U8, 224, 231 (1988).
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purposes and faled to disclose that investor funds would be vsed to pay his personai expenses.”
Krinos also presented financial staterments that mischaracterized his personal use of investor
funds as business expenses at the Febroary 2013 invesior meeting—tacitly recegnizing that those
i atlendance, like any reasonabic investor, woufd want to know that the capital théy commitied
had not been used for operations but rather diverted to fund Krinos® lifestyle.

Among other misreprasentations, Krinos also falsely stated that Krinos Holdings could
and would offer a variety of financial services to individuals and provide loans to American
start-up companies, which companies would be vetted by a rigorous due diligence process
conducted by an experienced team of analysts. Krinos further lured investors by claiming that he
would take the company public and greatly increase the value of its stock. From the ouiset,
Krinos knew, or was reckless io not kaowing, that Krinos Holdings could not provide these
services or fulfill such promises. Neither Krinos nor any other employee of Krinos Holdings had
any venture capital or other relevant business experience or experfise. Moreover, at no time did
Krinos Holdings have the funds, or a reasonable expectation of obtaining the funds, vecessary to
finance any of the start-up companies with whom Krinos had preliminary discussions. Further,
from Summer 2012 through at least January 2013, Krinos issued misleading press releases and
wehsite posts suggesting that Krinos Holdings was actually finding various stact-up

companies.? $ Ultimately, the only business conducted by Krinos Holdings was foreign currency

** See In the Matter of Forteriberry, Fite No. 3- 15838, Initial Decision Release Mo. 748, 2015 WL 860715, at *25.27
{March 2, 2015) (Even where subscripiion agreements atlowed for a “reasonable salary... Altnost by definition,
however, |respondeut’s] payments to himsell were not reasoaable”™ where respondent “used money from investment
fund’s) account as if it were his own personal account...”™); I the Maiter of David Henry Disracti, File No. 3-12288;
Rel. No. 8880, 2007 WL 4481515, at *7 (Dee. 21, 2007) (noting that “[tthe disposition of the proceeds of a
sceurities offeving is material information, and issuers must adhere strictly to the uses for the proceeds described in
{a private placement memorasdum]” and finding “that a reasonuble investor would want to know that [respondeoni]

veas diverting the procecds of the offesing to bis own use™).

* Foitenberry, 2015 WL 860715, st* 29 (Respondent’s misyepresentations regarding the *depth and breadth” of
company’s vestments was materizlly false); see wlso In ihe Maiter of Anthony Fields, File No. 3-14684, Rel. No.
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trading and risky real estate loans; bui Krinos and Krinos Holdings did not disclose that the
company would engage in these activides as a primary business strategy.

Krnos (and thus Kiinos Holdings) acied with: scienter. 7 Krinos” myriad
misrepresentations wexe intentional or “so hopelessly reckless as to amount o the same thing.”
Fortenberry, 2015 WL 860715, a1 *30. Any notion that Krinos was simply overly optimistic
aboul Krinos Holdings™ prospects is belied by the host of false statements Krinos maude touting
Krinos Holdings’ purported success in actually funding various start-up companies. Moreover,
Krinos unapologetically speot bundreds of thousands of dollars of investor monsy oo himself.
See SEC v. Brown, 658 F.3d 858, 863 (8th Cir. 2011) (diversion of funds for defendant’s
“personal expenses™ necessarily done with seienter); SEC v. Lywtle, 538 F.3d 601, 604 (7th Cir.
2008) (defendants’ “pocketfing of] several million dollars of the invested money for their
personal use” necessarily done with scienter). When Krinos needed more money for his living
and eptertainment expenses, he raised more money from investors. When employees of Krinos
Holdings sought to curtatl, or attempt to propecly account for, his personal spending, Krinos fired
them or igonored their conecing.:

For these and other reasons, Krinos and Krinos Holdings also orchestrated a fraudulent
scheme in violation of Exchange Act Rules 10b-5(a) and 10b-5(¢), and Sections 17(a)(1) and
{a)(3) of the Securities Act. By their very icrs, these provisions “provide a broad linguistic

Frame within which a large number of practices roay Gt Flannery, 2014 WL 7145625, at ¥12

4028, 2015 WL 728005, at *15-16 (Misrepresentations abuat experience of investment team and impossibility of
business plan conveved a materially misleading impression of the size aud professional qualifications of firm).

T The actions end scisnter of corporate directors, officers, and employees wuay be imputed to the entity for purposes
of establishing the entity’s priraaxy fraud Bability. £g , SEC v, Pirate Investors 1LLC, 580 F.3d 233, 241 (4™ Cir.
2009) (affivming diswict court’s decision to impate Hability of officet to a corporation); SEC v Mymt. Dynamics,
Inc, 515 F.2d 801, 812-13 (2d Cir. 1975) (broker-deales held liable for finud violations comumitted by vice-president
in charge of wrading who had apparent authority to act on bebalf of firm); SEC v. Treadwey, 430 F. Supp. 2d 293,
337-38 (5.D.N.Y. 2006) (scienter of corporate executives can be imputed to corporaie entities for purposes of
Scetion 10(b) and Rule 10b-3).
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(internal quotations omitied).  For example, they undoubtedly “emrompass the falsification ot
financial records to misstate a company’s performance. as wel! as the orchestration of sham
transactions designed to give the false appearance of business operations.™ I, ut 12. Rule 10b-
5(a) and (e}, like Bection 17(a)(1), “encompass all scicnicr-based, misstatement related
miscondoct.” Flannery, 2014 WL 7145625, at *17.

Erinus enigaged in a schemce to fraudulently obtain money (through misrepresentations
and omissions) and use that money to support himself and prop up his struggling businesses.
Krinos led to investors, lied to his‘employees, lied ip filings with the Comumission, and falsified
financial records. e further purposefuily disseminaicd misinformation to the investing public
through newspapers and social media. In so doing, he employved manipulative and deceptive
devices, and engaged in manipulative and deceptive acts or practices, in violation of Rude: 10b-
5¢a) and (2}, and Sections 17(a)(1} and (3).

B. Krinos Violated Sections 206(1), (2), and 207, and Aided and Abetted Krinos
Financial’s Violations of Section 2034, of ihe Advisers Act

for compensziion, engages in the business of advising others . ... as to the vahie of securities or
as to ihe advisability of investing in, purchasing, or selling secuntias . . ..” Krinos Financial
mexis the definition of an investnient adviser because it held itself out as an investment adviser
by registering s one with the Comamission. See SEC v. Fife, 311 F.3d 1, 10 (1% Cir. 2002);
Investment Advisers Act Reolease Mo. 1092 (Ociober 8, 1987) (person who “holds hirself out”
as an invesiment adviser considered to be “in the business™ of providing advice). Krinos was
Krinos Financial’s control person, president, and owner and was solaly responsivle for the
management of Krinos Financial’s business, including its provision of investment advisory

services to clients and signing and filing its Form ADV. As noted above, Krinog advertised
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investment advisory services on websites, and also held seroinars purporting to provide
imvestment advice and solicit clicnts.” Thus, Krinos bimself meets the definition of an
investonent adviser under the Advisers Act andd can be held divectly fiable for violations of the
Act’s provisions. See In the Marier of Koch and Koch Assed ft»ﬂ:ma,g‘éz,‘msm, LLC, Advisers Act
Release No. 3836 (May 16, 2014); In the Matter of John J. Kenny and Nizholson/Kenny Capital
Management, Inc., Advisers Act Release No. 2128 (May 14, 2003).%

During the relevant period, Section 203A of the Advisers Act generally prohibited an
wvestment adviser, regulated or required to be regulated in the state in which it has its principal
office and place of business, from registering with the Commission, unies§ it had assets under
management in excess of $100 million or advised a registered investment company. As
described above, Krinos Financial never provided advisory services to a registered investment
company nor did 1t have assets under management in excess of $100 million, and Krinos had no
reasonable expectation of providing such services, or managing that amount of assets, within 120
days of filing Krinos Financial’s Form ADV. Further, although Krinos had been told by the
exam staff on at least two occastons in January and April of 2013 that he needed to wiithdraw
Krinos Financial’s registration, and although Krinos represented in Form ADVs filed in March
and April of 2013 that he had no clients and no assets under management, be failed to withdraw
Krinos Financtal’s registration until Qctober, 2013.% Thas, Krinos Financial viclated, and
Krinos aided and abetted Krinos Financial’s violation of, Section 203A of the Advisers Act. See

in the Marter of Warwick Capital Management, Inc., File No. 3-12357, 2008 WL 149127 (Jan.

™ Gk, PP (Undated Krinos Group Semiuar Presentation and Literatuee).

" But see In the Matter of Russeli W. Steini, et ol File No. 3-9309, Advisers Act Release No. 2114, 2003 WL
1128746 {March 14, 2003) (Comemission opinion holding that an assoctated person of duatly regisiered Mernlt
Lynck was not an wvestwiont adviser).

® pxh. S8 (Janvary 29, 2013 deficiency letter trom Kartheli to Krinos; April 8, 2013 deficiency lester from Kartholl
te Kxinos).

,.
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16, 2008) (ALY decision finding adviser violated and principal aidad, abetted and caused
violations of Section 203A where registered adviser was ineligible for Conunission registration).

Section 207 of the Advisers Act makes it unlawiful “for any person willfully to make any
unirue statements of material fact in any registration application or report filed with the
Comumission under Section 203 or 204, .. 7 A finding of willfulness does not require an intent
to viclate, but merely an intent to do the act which constituies a violation. Worsover v. SEC, 203
F.3d 408, 413-13 (D.C. Cur. 2000); In the Matter of Zion Capital Management, Administrative
Proceeding No. 3-10659 (Jan. 29, 2003). Krinos violated Section 207 by making untrue
statements of material fact in the September 28, 2012 Form ADV filed with the Commuission. At
the time Krinos filed the Foum ADV he knew, or was reckless in not knowing, that Krinos
Financial had no reasonable expeciarion of becoming cligible for regisiration with the
Connission within 120 days. Krinos further centified that he would “nnderiake to withdraw
from SEC registration if, on the 120™ day aficr my registration with the SEC becomes effective, 1
would be probibited by Section 203A(z) of the Advisers Act from registering with the SEC.™
Krinos” registration became effective on Outober 15, 2012 and yet he did not withdraw the
company’s registration unti] October 2013, despite muoerous requests to do so by Coramission
exam staff. See In the Marter of Moniford and Company, Tnc., et al | File No. 3-14536, Release
No. 3829, 2014 WL, 1744130 (May 2, 2014) (Commisston found adviser and principal violated
Section 207 by filing inaccurate Form ADV).

Congress created Section 206 of the Advisers Act to prevent frzudulent practices by
investment advisers. SEC v. Capita! Gains Research Burean, Inc., 375 U8, 180, 195 (1963).
To accompiish this goal, the “extent of conduct subject to liability under the Advisers Act is

broad.” SEC v. Treadway, 430 ¥, Supp. 2d 293, 338 (S.D.N.Y. 2006). Among other things,



b )

Section 206 makes it unjawful for an investment adviser, by use of the mails or any means of
interstate commerce, 1o (1) employ any device, scheme or artifice 1o defiaud, or (2} engage in
any ast, nsaction, practice or course of business which oporates as a raud or deceit uporn any
client or prospective client. See 15 U.S.C. §§ 80b-6 (1) & (2): daron v. SEC, 345 LLS. 680, 691-
93, 697 (1980). These antifraud provisions apply to “any investment adviser” whether registered
with the SEC or not. See 15 U.S.C. § 80b-2(11} (defining investment sdviscr). Scienter is
requircd for a claim under Section 206(1) but not Sextion 206(2). See SEC v, Pimce Advisors
Fynd Mgmy. LLC, 341 F. Supp. 2d 454, 470.(8.D.N.Y. 2004); see also Capitai Gaing, 375 U.S.
al 184 & 19192, Section 206 “establishes a statutory fiduciary duty for investment advisars to
act for the benefit of their clients, reguiring advisers o exercige the utmost good faith in dealing
with clients, to disclose all material facts, and to employ reasonable care to aveid misleading
chents.” Transamerica Morty. Advisors, Inc. v. Lewis, 444 U.S. 11, 17 (1979)

Krinos violated Section 206 by providing false and misleading information to clients
and/or prospective cliznts about Krinos Financial's business, including its asseis under
management. Among other things, Krinos caused an §-K and press release to be filed wiih the
Conmmission falsely claiming that Krinos Financial had “approximately 320 [mjillion in assets
under management.” Krinos knew, and intended, that progpeciive clients woukd rely on Keinos
Financial's false representations about its assets under management in considering whether to
select Krinos Financial as iheir investment advissr.

C. Fordgate Violated Section 13(x) of the Exchauge Act and Ruales 13a-1 and 13a-13

Fordgate is required, pursuant to Section §3(a) of the Exchange Act and Rules 13a-1 and
13a-13 thersunder, to file timely and accurate annaal and quarterly reports with the Cormmission.
Fordguie has notl made any periodic flings with the Commigsion since its Form 10-Q for the
period ended March 31, 2013, Fordgate has failed to file its Forms 10-03 for the quarters ending

7
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June 30, 2013, September 30, 2013, March 31, 2014, and June 30, 2014, and tis Form 10-K for
e year ending Decernber 31, 2013, Thus, Fordgate is currently violating Section 13(a) and
Rules 13a-1 and 13a-13 thereunder.
V. SANCTIONS

In light of the foregoing willfol violations of the federal securities laws, the following
sanctions are appropriate and should be ordered by the ALJY: disgorgement of $1,042,033.93, for
which Krinos Heldings and Krinos should be jointly and severally labie; a appropriate civil
penalty against Krinos; a ceasc-and-desist order as to all Respondents; a permanent coilateral bar
against Krinos; and revocation of each class of regisiered securities of Fordgaie.

In deterruining whether a sanction serves the public interest, the Commission considers
the following factors: the sgregiousness of the respondent’s actions; the isolaied or recurrent
nature of the violation; the degree of scienter involved; the sincenty of the respondent’s
assurances, if anj', against foture violations; the respondent’s recognition of the wrongfud nature
of bis conduet; and the likelihood that the respondent’s nccupation will present opporiumties for
future violations. John £. Flannery, Securitics Act Release No. 9689, 2014 WL 7145625, at *37
{Dee. 15, 2014);, Gary M. Kornman, File No. 3-12716, Exchaoge Act Release No. 59403, 2009
WL 367638, al *6 (Feb. 13, 2009); see afso Steadman v. SEC, 603 F.2d 1126, 1146 (8" Cir.
1979). The Commission’s “inguiry is flexible, and no one factor is dispositive™ Flannery, 2014
WL 7145625, at *37. Heve, these factors all weigh heavily in favor of the sanctions requested by
the Division.

This case involves repeated fraudulent condaci by Krinos and Krinos Holdings, and
Krinos acted with a high degree of scienier. Far from a one-time lapse in judgment, bis empty

promises, false disclosures and misuse of Krinos Holdings® corporate bank account (funded
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almost exclusively with investor money) reflect intentional and vecurnng conduct, the wrongfid
nature of which Krinos bas refused io recognize, even blaming his company’s failures ox former
employees and the stalf’s investigation.®’ Under these circumstances, there is a significant rigk
of future violations. Fortenberry, 2015 WL 8607135, at *33 (a singié- past violation ordinarily
suffices to establish a risk of future violations). And there is a compelling need for the sanciions
discussed below. Toby G. Scammell, File No. 3-15271, Advisers Act Release No., 3961, 2014
SEC LEXIS 4193, at *25 (Oct. 29, 2014) (“Fidelity to the public interest sequires a severe
sanction when a respondent’s misconduet involves frand because the securities business is one in
which opportunities for dishonesty recur constantly.” (internal quotation marks omitted)); fn the
Matter of Peter Sivis, File No. 3-15057, Exchange Act Release No, 71068, 2013 SEC LEXIS
3924, at *23 (Dec. 12, 2013) (violations «f the antifraud provisions warrant “the severest of
sanctions under the securities laws”}.

A. Krines and Krinos Holdings Should Be Ordered to Disgorge Their IN-Gotten
Gains.

Section 8A(e) of the Secwitics Act and Section 21C(e) of the Exchange Act, and Section
203() of the Advisers Aet, authorize the Conuntssion to order disgorgemeni, including
reasonable interest, in this proceeding. 15 U.S.C. §§ 77h-1(e), 78u-3(e), 80b-3(j). Disgorgemeni
is an equitable remedy “designed to deprive a wrongdoer of his unjust carichment and io deter
others from violating the securities taws.” SEC v. First City Fin. Corp., 890 F2d 1215, 1230
(D.C. Cir. 1989). The Division’s burden to establish the amount of disgorgement is “light” and
does not require “exactitude.” SEC v. £718 Payphone, Inc., 408 F.3d 727, 735 (1 1™ Cir. 2003).
“The amount of disgorgement ordered nieed only be & reasonable approximation of profits

causally connected to the violation; any risk of uncertainty [in caleulating disgorgement] should

¥ Fixh. RR {Sepicmber 9, 2013 e-mail fioim Krinos to John Osland at Gravity huvestruenis),

29



falt on the wrongdoer whose illegal condust created that ancertainty.” SEC v First Jersey Sec.,
e, 101 F.3d 1430, 1475 (24 Cir. 1996). Moreover, “the overwhelming weight of authority
hold[s] that securities law violaiors tay not offset their disgorgement lisbility with bosiness
expenses.” SEC v. Brown, 658 ¥.3d 858, 861 (8" Cir. 2011).

Here, the basis for an order of disgorgement is apparent. Krinos Holdings, wnder the sole
direction and contrel of Krinos, was ugjusily entiched by at jeast $1,042,033.93 in invesior
funds, raised through the fraudolent offer and sale of Krinos Holdings® scowrities.™ Krinos
Holdings and Krinos should be jointly and severally liable for paving this amount. “Where two
or more individuals or entities collaborate or have a close ralationship in engaging in the
violation of the securities laws, they may be held jointly and severally liable for-the
disgorgerment of the illegally obtained proceeds.” SEC v. J.T. Wallenbrock & Assocs., 440 ¥ .34
1109, 1187 (9% Cir. 2006); see also, e.g., First Jersey Sec., 101 F.3d at 1475 (awarding
disgorgement on joint and several basis where owner and chief executive coflaborated in
unlawtid conduct with entity and profited from violations).

This is so even if Krinos did not personally benefit from the entire amouat raised from
investors, though he arguably did. See SEC v. Platforms Wireless Int’l Corp., 617 ¥.3d 1072,
1098 {9&’ Cir. 2010) (“We have never held that a personal financial benefit is a perquisite for

“joint and several liability, Rather, we have held defendants jointly and severally lable in cases
where, for example, the defendants ‘used ail of the investors’ funls to operate their ... scheme
and invest in speculative business ventures, all to the defendants” benefit.™ (quoting /.7
Wallenbrock, 440 F.3d at vl 117)). Because Krinos orchestrated the unlawful transactions and had
control of the proceeds throegh his controf of Krinos Holdings, he shoald be held jointly and

severally Hable for the total amount of $1,042,033.93. Platforms Wireless Int’l Corp., 617 F.3d

“ Tatman Decl. at § 12
30



at 1098 (“It is not inequitable to xequire [CRO] jointly (o shave the burden of restoring the
illegally obtained monies, even if he did not allocate them to himseli™).

Prejadgment interest, like disgorgement, prevents a defendant from being unjustly
emviched through the time-value of the money he fravdulently obtained. See, e.g., SEC v. Levine,
SE7F. Supp. 2d 121, 141 (£2.D.C. 2007). The rate established by the Internal Revenue Service
for tax underpayment is an appropriate rate for prejudgment interest because it reasonably
approximates the unjust benefit of the use of the money. See Platforms Wireless hat’l, 617 ¥.3d
at 1099; First Jersey Sec., '101 F.3d at 1474, Applying that method, the pre-jadgment interest on
Krinos Holdings’ disgorgement obligation of $1,042,033.93 has been calculated to be
$55,886.00 up through the filing of this motion, for a total disgorgement obligation of
$1,097,919.93, for which Krinos should be jointly and severally liable

At a minimum, Krinos should be liable for the amount of investor fands that he diverted
to himself in the form of salary and payments for frivolous personal expenses. In cases broughi
by the Comumission, courts have ordered defendants to disgorge salary and other self-styted
“compensalion” where, as bere, it was causally connected to illegal activity, See, e.g., SEC v
Conaway, 697 F. Supp. 2d 733 (E.DD. Mich. 2010} (ordering disgorgement of former CEO’s $5
miillion retention loan, which had been forgiven by the company upon his sepacaiion, as “{i]( was

not mongy to which the defendant would have been entitled™ if the fraud had been disclosed);

a4

SEC v, Black, No. 04 C 7377, 2609 WL 1181480, at *2-3 (N.D. Tl Apr. 30, 2009) (stating that

\,

R
2

“[dlisgorgement of salaries and other forns of compensation may be an appropriate remedy
and ordering disgorgement of certain compensation that defendant likely would not have
received if the fraud had been disclosed); SEC v. Church Extension of the Church of God, Ine..

429 F. Supp. 2d 1045, 1050 ¢(S.D. Ind. 2005) (ordering disgorgement of one half of cach

¥ Tatman Decl. at § 14.
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defendant’s base salary because the securities violations enabled defendants o continue their
empioyment longer tha they otherwise would have); SEC v, Drexel Burnbeon Lambert, Ine., 837
F. Supp. 387, 611 (S.DN.Y. 1993), gff"d sub newm., SEC v. Posner, 16 F.3d 520, 522 (2d Cir.
1994) {oxdering disgorgement of “money paid to [defendants] ostensibly as compensation for
thetr services ag officers and directors™ because had it not been for their fraudulent condact,
defendants would not have been able o place themselves in high-paid positions at the company).

As in the above cited cases, Krinos® violations of the securities Taws placed him in
position to receive $281,622.39 in salary, cash and personal expense reimbursement from Krinos
Holdings; the underlying source of these payments being invesior funds raised in the fraudulent
offerings. Allowing Krinos Yo retain the benefit of these payments would leave him ugjustly
enriched and thus, at a2 minimum, ordering disgorgement of $281,622.39, plus prejudgment
interest, is an approptiate remedial measure.>

B. Krinos Should Be Ordered to Pay 3 Civil Penalty.

Section 8A(g) of the Sccorities Act, Section 21B(b) of the Exchange Act, and Section
203() of the Advisers Act, authorize the Coromission to seek civil penalties in cease-and-desist
proceedings against any person who has violated, or was the cause of a violation, of any
provision of, or rule promulgated under, the respeciive statutes. The statuies set out a three-
‘tiered system for determining the maxionun civil penalty for each act or omission. The statutory
reguirements for impogition of thivd-itex penalties are met in this case becaunse Krinos™ conduct
(1) involved fraud, deceit, manipuiation and deliberate or reckless disregard of a regulatory
recpuirement, and (2) resalted in sobstantial logses or created a significant risk of substantial

fosses 1o investors and resufted in sebstantial pecuntary gain to Krinos. Accordingly, the ALJ

¥ Tatman Decl. as % 13.
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may ipose penalty of $150,000 for eack act or omission ocowring after March 3, 2009 and on
or before March 5, 2013, See 17 CFR. § 201.1001-.1003.

Hete, the Division submits that Kninos violated the Securities Act and the Bxchange Act
at Jeast 19 times through the fraudident offer and sale of Krinos Holdings™ secutities 1o at least
19 different investors. See, e.g, SEC v. Lazare Indus., Inc., 294 Fed. Appx. 711, 715 (3d Cir.
2008) (each sale of unregistered stock was & sepavate violation); SEC v. Colonial Inv. Mgmi.
LLC, 639 F. Supp. 2d 457, S03 (S.D.NY. 2009) (court fonnd 18 violations of same regulation
and imposed penalty of 18 times the statutory penalty amount); SEC v. Kemron Capital, Ltd., 69
F. Supp. 2d 1, 17 0.15 (D.D.C. 1998) (court assessed third-tier penalty of $1.2 million by
paltiplying maximuom statutory penalty amount ($100,000 at the time) by number of defrauded
investors (twelve)). Krinos also separately violated the Advisers Act by filing a false Form
ADV, suggesting Krinos Financial would soon acquire $100 million in assets uncler
management, and by subsequentiy issuing a false press release stating that Krinos Financial had
approxirnately $20 million in assets under management.® Krinos® fraudulent conduct warrants
“a severe sanction.” Scammell, 2014 SEC LEXITS 4193, at *25. Consequently, the ALY may
impose a penalty of $150,000 for cach of the 19 violations. The Division submits that a penalty
ot $1,042,033.93, equai io the total amount of the fraudulent offerings but less than the
maximam allowed, would meaningful punish Krinos and serve the public interest,

. Krinos and Krines Holdings Should Be Ordered te Cease and Desist.

Securities Act Secilion 8A, Exchange Act Section 21C, #nd Advisers Act Section 203(k)
empower the Commission o order a person who has been found o have violated or caused any

violation of those Acts, to cease and desist from commitiing or causing such violations and any

5% While the separate violations of the Advisers Act may not have resuited in substantial Josses to others or
substantial gain 1o Kxinns), they created a significant risk of substantial losses because investors could have
entiusted substantiasl funds 1o Krinos believing he was managing $20-$3100 million in assets,

3
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future violations. The factors in considering whether a cease-and-desist order is warranted are
similar o the Steadman factors the Comuission gencrally considers for whether any remedizl
sanction serves the public interest, albeit with added emphasis on the pessibility of futurc
violations. KPMG Peat Marwick LLF, Filc No. 3-15918, Exchange Act Release No. 43882, 2001
SEC LEXIS 98 (Jan. 19, 2001), pet. denied, 289 F.3d 109 (D.C.Cir. 2002). As set forth above,
all of these faciors weigh heavily in favor of sanstions, including a ceasc-and-desist order against
Krinos and Krinos Holdings.

. A Permanent {Collateral Bax is Appropriate Against Krinos.

Adwisers Act Section 203([) authorizes the Comimissiot to bar or sugpend a person from
association withi-any investment adviser, broker, desler, nuunicipal securities dealer, runicipal
advisor, transfer agent, or nationally recognized statistical rating organization (“NRSRO™) for
willful violations of the Securities Act, Exchange Act, or Advisers Act. At the time Krinos made
material misstatements audomissic‘ms, he was acting 4s an Investment adviser. Section 9(b) also
authorizes the Commission to bar or suspend a person fromiserving in a variety of positions with
a registered invesiment company as a sanction for willful violations of the Securities Act,
Exchange Act, or Advisers Act. Given Krinos™ willful violation of each of these Acts and the
egregious nature of the violations, the ALY should permanently bar Krinos from association with
agent, or NRSRO and from serving or acting in any position listed in Invesiment Company Act
Section Y(b),

£. Revocation is the Appropriate Remedy for Fordgare’s Section 13(a) Violations.

Exchange Act Section 12(3) provides that the Commission may revoke or suspend the

regisiration of ap issuer’s securities where it is “necessary or appropriate for the protection of
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investors.” Failure 1o make periodic filings as required by Section 13(a) is sofficient grounds for
revoecation under Section 12(j). See, In the Muatier of Gateway Int 'l Holdings, Inc., File No. 3-
16603, Exchange Act Rel. No. 33907, ai 9, 12 (May 31, 2006}. As discussed above, Fordgate
has not made any quarlerly filings since being acquired by Krinos Holdings. Fordgate's
common stock is registered under Section 12{(g) of the Exchange Acl. Thus, the Division
requests that the ALJ revoke the regisiration of each class of registered securities of Fordgate.
Vi. CONCLUSION
For all the reasons set forth above, the Division respectfully requests that the
Administrative Law Judge graot the Division’s Motion for Summary Disposition and issue an
Tnitial Decision making the findings and ordering the sanctions requested herein.
Dated: August 7, 2015 Respectfully submitted,
.e'é\ ?»»f&*"{&& “‘/ P , X‘& T ARy
Michael D. Foster  (312) 886-8520
Jonathan I. Katz (312) 886-3940
Secarities and Exchange Conunission

175 West Jackson Boulevard, Suite 200
Chicago, Hlinois 60604

COUNSEL FOR
DIVISION OF ENFORCEMENT
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Dear Mr. Fields,

Enclosed for filing in the above referenced administrative proceeding is the Division of Enforcement’s Motion for
Summary Disposition, together with the supporting Declarations of Timothy Tatman and Jonathan Katz.

Sincerely,

Michael D. Foster

Senior Trial Counsel

U.S. Securities and Exchange Commission |:

175 West Jackson Blvd., Chicago, Itlinois 60604 i
tel: 312.886.8520 {| email: fostermii@sec.gov |




